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INDUSTRY WATCH
The new face of
business 
model 
innovation
hinese business models are often described as western 
WUDQVSODQWVWKDWLQQRYDWHRUDGDSWWRÀWWKHLUORFDOPDUNHWZKHUHDV
western innovativeness is typically seen as being more inventive. 
But is this actually the case? A comparative analysis of pioneer 
,QWHUQHW EXVLQHVV PRGHOV LQ WKH 86 ZLWK WKRVH LQ &KLQD DV
WKH IROORZHUPDUNHW UHYHDOV V\VWHPDWLF GLIIHUHQFHV LQ ERWK WKH
incidence and type of business model innovation. Adopting an 
LQYHQWLYHYHUVXVDFRS\SDVWHDQGDGDSWDSSURDFKIRUH[DPSOHFDQ
have a strong impact on corporate performance. 
0HDQZKLOHLW LVDOVRZRUWKZKLOHWRDVNZKHWKHUWKHLQYHQWLYH
DSSURDFKKDVZRUNHGZHOOLQWKHKRPHPDUNHWVZKHUHLWRULJLQDWHG
Consider the disappointing financial performance of U.S. 
,QWHUQHWSLRQHHUV$PD]RQ<DKRRDQG)DFHERRN1RWRQO\KDYH
WKHLURYHUDOOEXVLQHVVVWUDWHJLHVEHHQFDOOHGLQWRTXHVWLRQEXWWKHLU
respective business models too have come under intense scrutiny 
IURP PDQDJHUV DQG LQYHVWRUV DOLNH /RQJWHUP FRQVLGHUDWLRQV
VXFKDV VWUDWHJLHV DLPHGDWJDLQLQJPDUNHW VKDUHRU VKRUWWHUP
RSHUDWLRQDOÀ[HV OLNHHODERUDWHFRVWFXWWLQJVFKHPHVKDYHVR IDU
yielded little in the way of desired financial profitability.
The well-documented success of Chinese Internet giants 
$OLEDED %DLGX DQG 7HQFHQW RQ WKH RWKHU KDQG LQGLFDWHV WKDW
WKHSHUIRUPDQFHRI ,QWHUQHWEXVLQHVVPRGHOVFDQEHH[FHHGLQJO\
OXFUDWLYH IDU EH\RQGZKDW$PHULFDQQDUUDWLYHVSRUWUD\ ,Q IDFW
Chinese companies have succeeded in what their U.S. counterparts 
have failed to achieve—systematically seizing upon business 
model innovation to turn value-added propositions into 
SURÀWDEOHEXVLQHVVHV
Resolving the performance paradox
&RQWUDU\WRH[SHFWDWLRQ,QWHUQHWFRPSDQLHVLQ&KLQDWKHIROORZHU
PDUNHW H[KLELW ERWK D KLJKHU LQFLGHQFH DQG D VXSHULRU W\SH RI
business model innovation that translates into superior performance 
DVFRPSDUHGWRWKHLUFRXQWHUSDUWVLQWKHSLRQHHU,QWHUQHWPDUNHW
LQ WKH 86 DQG WKH:HVW LQ JHQHUDO DV DQ H[WHQVLRQ RI WKDW
Are Chinese Internet 
companies eclipsing 
American inventiveness?
By George Hylden
C
PDUNHW ,W LV IRUJLYDEOH WR WKLQN WKDW DÀUVWPRYHUDGYDQWDJH LQDSLRQHHUPDUNHWZRXOG 
UHVXOW LQJUHDWHUÀQDQFLDO VXFFHVVEXWDFORVHUH[DPLQDWLRQRI WKHFRPSDQLHVHPHUJLQJ 
LQ WKH IROORZHU PDUNHW UHYHDOV WKH XQGHUO\LQJ ORJLF EHKLQG VXFFHVVIXO EXVLQHVV 
model innovation that is ‘Made in China’.
(PSLULFDO HYLGHQFH VXJJHVWV WKDW WKH :HVW ODUJHO\ UHOLHV RQ EXVLQHVV PRGHO 
LQYHQWLRQ WKURXJK WHFKQRORJ\ OHDGHUVKLS &KLQD LQ FRQWUDVW LV SUHGRPLQDQWO\ 
FKDUDFWHULVHG E\ EXVLQHVV PRGHO LQQRYDWLRQ ZKLFK LV DFKLHYHG WKURXJK LQWHJUDWHG 
solutions platforms. This may imply that technology leadership and business model 
invention are secondary to business model innovation and integrated solutions when 
LWFRPHVWRUHDOLVLQJÀQDQFLDOSURÀWDELOLW\
7R LOOXVWUDWH WKLV SRLQW , ORRN DW $PHULFDQ DQG &KLQHVH FRPSDQLHV LQ WKUHH 
PDUNHW VHJPHQWVRQOLQH VDOHVSODWIRUPVRQOLQH VHDUFKHQJLQHDQG LQIRUPDWLRQ VHUYLFH
SODWIRUPV DQG RQOLQH VRFLDO PHGLD DQG FRPPXQLFDWLRQV SODWIRUPV ,Q HDFK VHJPHQW 
I compare and contrast the business models and performance in the pioneer and the 
IROORZHUPDUNHW7KHVWRULHVRI&KLQD·VRQOLQHJLDQWV—$OLEDED%DLGXDQG7HQFHQW—in 
WKHLU UHVSHFWLYH PDUNHW VHJPHQWV VKRZ KRZ HDFK RI WKHVH FRPSDQLHV KDYH XVHG 
EXVLQHVVPRGHO LQQRYDWLRQ LQ WKH IROORZHUPDUNHW$OLEDED IRU LQVWDQFH LV DQH[DPSOH
of cementing D ILUVWPRYHU DGYDQWDJH ZLWK WKH OHDGHU IHQGLQJ RII WKH FKDOOHQJHU 
7KH FDVH RI %DLGX LV DQ H[DPSOH RI inverting a first-mover advantage with the 
FKDOOHQJHU XSVWDJLQJ WKH OHDGHU ZKLOH WKDW RI 7HQFHQW LOOXVWUDWHV neutralising a 
ILUVWPRYHU DGYDQWDJH ZLWK WKH OHDGHU DQG FKDOOHQJHU SUHVHUYLQJ WKH VWDWXV TXR E\ 
engineering a stalemate situation.
Online sales: Alibaba fends off the challenger
PIONEER MARKET: AMAZON, EBAY AND PAYPAL
$PD]RQFRP WKHGLUHFWRQOLQH VHOOHU WKDWZDV ODXQFKHG LQH%D\ WKH WKLUGSDUW\
RQOLQH VDOHV SODWIRUP  DQG 3D\3DO WKH RQOLQH SD\PHQW SODWIRUP  DOO 
HPHUJHGDVGRPLQDQWSOD\HUV LQ WKH86RQOLQH VDOHVPDUNHW)URP WKHSRLQWRI YDOXH 
FUHDWLRQDQGGHOLYHU\DOOWKUHHVWDUWXSVLQLWLDOO\VHUYHGWKHLUUHVSHFWLYHPDUNHWVHJPHQWV 
and operated stand-alone business models. Amazon’s initial focus was on business-to-
FRQVXPHU%&GLUHFWVHOOLQJHQDEOHGE\DYDVWVXSSOLHUQHWZRUNDQGLWVRZQZDUHKRXVHV 
,Q FRQWUDVW H%D\ IRFXVHG RQ %& DQG FRQVXPHUWRFRQVXPHU && WKLUGSDUW\ 
WUDQVDFWLRQV ZLWK 3D\3DO IDFLOLWDWLQJ RQOLQH VDOHV WUDQVDFWLRQV WKURXJK LWV RQOLQH 
payment system.
,Q WHUPVRI YDOXHDSSURSULDWLRQ$PD]RQ·V UHYHQXHPRGHOZDVEXLOWXSRQFKDUJLQJ
WUDQVDFWLRQ IHHV WR VHOOHUV DVZHOO DV IHHEDVHG DGYHUWLVLQJ DQG WKXV UHOLHG RQ D KLJK 
WXUQRYHURIVWRFN,WVFRVWPRGHOWKRXJKZDVEXLOWRQPDQDJLQJZRUNLQJFDSLWDOLQWHQVLYH
LQYHQWRU\ DV D YDULDEOH FRVW ZKLFK UHOLHG RQ D KLJK WXUQRYHU RI VWRFN LQ DGGLWLRQ WR 
LQGHILQLWH SODWIRUP VFDODELOLW\ DV DQ LQLWLDO IL[HG FRVW ZLWK VXEVHTXHQW QHDU]HUR 
marginal costs. 
2YHU WLPH $PD]RQ HIIHFWLYHO\ VRXJKW WR UHEDODQFH LWV UHYHQXHFRVWSURILW 
architecture away from B2C direct selling towards operating a third-party transaction 
SODWIRUP ,Q DGGLWLRQ WR HQWUHQFKLQJ LWVHOI DV WKH LQFXPEHQW LQ WKH KLJK YROXPH ORZ 
SURILW %& GLUHFW VHOOLQJ VHJPHQW LW SUDFWLVHG KRUL]RQWDO SRVWKRF LQWHJUDWLRQ DQG
FRQVROLGDWLRQ WKURXJK WKH ODXQFK RI $PD]RQ 0DUNHWSODFH LQ DQ HIIRUW WR ULYDO H%D\
LQ WKH SURILWDEOH && PDUNHW VHJPHQW ,Q WLPH $PD]RQ 0DUNHWSODFH D %& DQG 
It is forgivable to think 
that a first-mover 
advantage in a pioneer 
market would result in 
greater financial success, 
but a closer examination 
of the companies 
emerging in the follower 
market reveals the 
underlying logic behind 
successful business 
model innovation that is 
‘Made in China’.
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Not only does Alibaba 
Group’s business model 
differ from Amazon’s in 
that it engages in no 
capital-intensive direct 
selling, it is also much 
broader in focus. 
&& WKLUGSDUW\ WUDQVDFWLRQ SODWIRUP
RYHUWRRN $PD]RQ·V WUDGLWLRQDO GLUHFW 
selling platform in both revenue and 
SURÀWDELOLW\+RZHYHU RYHUDOO RSHUDWLQJ
profits still did not come close to the 
ORIW\ VWRFN PDUNHW YDOXDWLRQV WKDW ZHUH 
H[SHFWHG IROORZLQJ LWV ,QLWLDO 3XEOLF 
2IIHULQJ,32LQ
%\ FRQWUDVW H%D\·V DFTXLVLWLRQ RI
WKHPRGHUDWHO\SURÀWDEOH3D\3DO LQ
constituted a step toward vertical post-
KRF LQWHJUDWLRQ %XW GXH WR D ODFN RI
sustainable functional and operational 
LQWHJUDWLRQ H%D\ HYHQWXDOO\ \LHOGHG
to shareholder pressure and spun off 
3D\3DO LQ  WKHUHE\ HIIHFWLYHO\
undoing previous post-hoc integration 
and consolidation.
Amazon seized the first-mover 
advantage to entrench itself in the less 
SURILWDEOH %& PDUNHW VHJPHQW ZKLOH
eBay established itself as the incumbent 
LQ WKH PRUH SURILWDEOH && PDUNHW 
segment. Thus eBay fended off Amazon 
0DUNHWSODFH LWV FORVHVW FKDOOHQJHU E\ 
way of vertical post-hoc integration 
and consolidation through the acquisition 
RI3D\3DO
FOLLOWER MARKET: ALIBABA
The Alibaba Group emerged as the 
dominant player in the Chinese online 
VDOHV SODWIRUP PDUNHW ,Q DGGLWLRQ WR
its eponymous business-to-business 
%% WKLUGSDUW\ WUDQVDFWLRQ SODWIRUP
ODXQFKHG LQ  $OLEDED FRPSULVHV
7DREDR D && VDOHV SODWIRUP WKDW 
ODXQFKHG LQ  $OL3D\ DQ RQOLQH
SD\PHQW WUDQVDFWLRQ SODWIRUP 
7PDOO D GRPHVWLF %& VDOHV SODWIRUP
 DQG$OL([SUHVV DQ LQWHUQDWLRQDO
%&VDOHVSODWIRUP
)URP WKH SRLQW RI YLHZ RI YDOXH 
FUHDWLRQDQGYDOXHGHOLYHU\QRWRQO\GRHV
the Alibaba Group’s business model 
differ from Amazon’s in that it engages 
LQ QR FDSLWDOLQWHQVLYH GLUHFW VHOOLQJ LW
LV DOVRPXFK EURDGHU LQ IRFXV VSDQQLQJ 
%% %& DQG && DFWLYLWLHV ERWK
GRPHVWLFDOO\DQGWRDQLQFUHDVLQJGHJUHH
internationally. 
,Q WHUPV RI YDOXH DSSURSULDWLRQ 
rather than charging sellers a transaction 
IHH $OLEDED *URXS·V UHYHQXH PRGHO
focuses on cross-platform referrals 
with monetisation on the basis of fee-
EDVHG DGYHUWLVLQJ E\ VHOOHUV DQG DQ
incentive structure that has made it more 
independent of transaction volumes. 
Its cost model is based on non-
capital intensive cost innovation that 
accommodates both volume and 
GLIIHUHQWLDWLRQ VWUDWHJLHVZLWK LQGHÀQLWH
cross-platform scalability as an initial 
À[HG FRVW WKDW EHQHÀWV IURP VXEVHTXHQW
near-zero marginal costs.
,Q WLPH 7DREDR·V && WKLUGSDUW\
WUDQVDFWLRQ SODWIRUP RYHUWRRN $OLEDED·V
traditional B2B and B2C third-party 
transaction platforms in both revenue 
Vol.3/Asian Management Insights
DQG SURILWDELOLW\ DQG HVWDEOLVKHG LWVHOI DV WKH XQFKDOOHQJHG 
leader of Chinese online sales platforms. This was very much in 
line with a shift in Alibaba’s dominant business models from 
B2B and B2C to C2C third-party transactions.
$OLEDED·V KRUL]RQWDOO\ DQG YHUWLFDOO\ LQWHJUDWHG VROXWLRQV
ranging from its B2B and B2C platforms to Taobao’s C2C third-
SDUW\SODWIRUPDVZHOODVQRYHOUHYHQXHDQGFRVWPRGHOV\LHOGHG
superior operating profitability. This was in addition to the 
FDSLWDO JDLQV UHDOLVHG DW LWV ,32 LQ  $OLEDED·V LQWHUQDO 
EXVLQHVVPRGHOLQQRYDWLRQLQWKHSURÀWDEOHWKLUGSDUW\WUDQVDFWLRQ
PDUNHW VHJPHQW SUHHPSWHG FRPSHWLWLRQ VXFK WKDW SRWHQWLDO
FKDOOHQJHUV OLNH -'FRPDQG$PD]RQFQZHUH OLPLWHG WR WKH OHVV
SURÀWDEOH%&GLUHFWVHOOLQJPDUNHWVHJPHQW
/LNH $PD]RQ $OLEDED FUHDWHG DQG VHL]HG WKH ZLQGRZ 
of opportunity to establish its first-mover advantage in the 
PDUNHW+RZHYHU XQOLNH$PD]RQ LW KDVEHHQ DEOH WR HQWUHQFK 
itself and cement its position as the incumbent in the more 
profitable B2B and B2C to C2C third-party transactions 
segment while deterring and fending off potential challengers. 
,Q GRLQJ VR $OLEDED HPSOR\HG EXVLQHVV PRGHO LQQRYDWLRQ VR 
as to cementDÀUVWPRYHUDGYDQWDJH
Online search engines: Baidu upstages 
the incumbent
PIONEER MARKET: GOOGLE AND YAHOO
*RRJOH ODXQFKHG LWV VHDUFK HQJLQH LQ  DQG IROORZHG XS 
ZLWK D KRVW RI DQFLOODU\ RIIHULQJV WKHUHE\ XSVWDJLQJ <DKRR 
%\  *RRJOH KDG HPHUJHG DV WKH GRPLQDQW SOD\HU LQ
WKH 86 RQOLQH VHDUFK HQJLQH PDUNHW :KLOH <DKRR WRRN
advantage of the window of opportunity for a first-mover 
advantage that propelled it to the top of the online information 
VHUYLFH PDUNHW VHJPHQW *RRJOH WRRN DGYDQWDJH RI WKH ODWH
PRYHUDGYDQWDJH WKDW VXEVHTXHQWO\KHOSHG LW WR VXSSODQW<DKRR 
as the leader. 
)URP WKHSRLQWRI YLHZRI YDOXHFUHDWLRQDQGYDOXHGHOLYHU\
Google invested in the broad strategic development of its online 
VHDUFK HQJLQH DQG LQIRUPDWLRQ VHUYLFHV SODWIRUP)RU LQVWDQFH
*RRJOH·V LQKRXVH 5	' GHSDUWPHQW SURGXFHG WKH ZHE PDS
VHUYLFH *RRJOH 0DSV DQG LWV PXOWLOLQJXDO WUDQVODWLRQ VHUYLFH
Google Translate. These complemented its purchase of video 
VKDULQJ SODWIRUP<RX7XEH DQG OHG WR KRUL]RQWDOO\ DQG YHUWLFDO 
integrated solutions in the form of integrated user and content 
platforms respectively.
,Q WHUPV RI YDOXH DSSURSULDWLRQ *RRJOH·V SLRQHHULQJ 
revenue model relied on monetisation through personalised 
DGV DOORZLQJFXVWRPLVDWLRQRQ WKHEDVLVRI VHDUFKHQJLQHXVDJH 
SURÀOLQJ ,WV FRVWPRGHO UHOLHG RQ D VHDUFK DOJRULWKP WKDW ZDV 
self-improving as a function of usage. The model carried the 
potential of realising even negative marginal costs through 
HFRQRPLHVRI VFRSHDQG VFDOH UDWKHU WKDQPHUHO\GHFUHDVLQJRU
near-zero marginal costs.
Google has since transformed itself into one of the two 
PRVW YDOXDEOH WHFKQRORJ\ FRPSDQLHV DORQJVLGH $SSOH DQG KDV
repositioned itself by launching inventions and innovations such 
DV *RRJOH *ODVV DQG *RRJOH VHOIGULYLQJ FDUV LQ DQ HIIRUW WR 
integrate hardware and software solutions to leverage its 
online offerings.
+RZHYHUWKHUHKDYHEHHQOLPLWDWLRQVLQFRPPHUFLDOLVLQJWKH
RQOLQH LQIRUPDWLRQ VHUYLFHSODWIRUPV LQ WKHSLRQHHUPDUNHW)RU
LQVWDQFH:LNLSHGLD D QRWIRUSURÀW RQOLQH HQF\FORSDHGLD WKDW
DFWV DV DXVHUJHQHUDWHGFRQWHQWSURYLGHUSODWIRUPHPHUJHGDV
the dominant and unchallenged leader in the online encyclopaedia 
SODWIRUPPDUNHW
FOLLOWER MARKET: BAIDU 
Baidu Inc. emerged as the dominant player in the Chinese online 
VHDUFK HQJLQH DQG LQIRUPDWLRQ VHUYLFHV SODWIRUP PDUNHW ZLWK
Sohu’s Sogou.com a distant second. Other domestic online 
VHDUFK HQJLQHV VXFK DV 4LKRR  KROG D QHJOLJLEOH PDUNHW
share along with niche search engine platforms such as Alibaba’s 
$OLFORXG DQG 7HQFHQW·V 6RVRFRP &KLQHVH RSHUDWLRQV RI 
U.S.-based online search giants—Google China and China 
<DKRR³DOWKRXJK LQLWLDOO\ VWURQJFRPSHWLWRUV HYHQWXDOO\ H[LWHG 
WKH&KLQHVHPDUNHW
)URP WKH SHUVSHFWLYH RI YDOXH FUHDWLRQ DQG YDOXH GHOLYHU\
Baidu’s business model was similar to Google’s in that it 
UHGHILQHG LWV PDUNHW DV D FRPELQHG RQOLQH VHDUFK HQJLQH DQG
LQIRUPDWLRQ VHUYLFH SODWIRUP PDUNHW ,Q DGGLWLRQ LW ZDV DOVR 
PXFK EURDGHU LQ IRFXV LQ WKDW LW OLQNHG YHUWLFDOO\ LQWHJUDWHG 
solutions (user-generated content provider and distributor 
SODWIRUPV WR KRUL]RQWDOO\ LQWHJUDWHG VROXWLRQV XVHU DFFHVV 
VHUYLFHSODWIRUPV
,Q WHUPV RI YDOXH DSSURSULDWLRQ %DLGX·V UHYHQXH PRGHO 
UHOLHGRQDFRPELQDWLRQRISD\IRUSODFHPHQW33DQGSD\SHU
FOLFN DGYHUWLVLQJZKLFKKHGJHG ULVNV LQ WKH FRPSDQ\·V UHYHQXH
stream and provided an incentive structure for increasing site 
WUDIÀF DW WKH VDPH WLPH 7KH FRVWPRGHO WKRXJK UHOLHG RQ WKH
LPPHQVH VFDODELOLW\ RI SODWIRUP GHYHORSPHQW DV DQ LQLWLDO À[HG 
cost for subsequent near-zero marginal costs.
Baidu realised the potential for horizontally and vertically 
integrated solutions by initiating the shift from searching 
WKLUGSDUW\ HQF\FORSDHGLF FRQWHQW RQO\ WR XVLQJ LWV VHDUFK
engine to power searches of its own commercial online 
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HQF\FORSDHGLD $W WKH VDPH WLPH LW FDSLWDOLVHG RQ WKH H[FOXVLYH ULJKW WR DFFHVV
GLVWULEXWH DQG FRPPHUFLDOO\ H[SORLW WKLUGSDUW\ FRQWHQW %DLGX·V %DLNH WKXV
became the largest Chinese online encyclopaedia by all monetisation-relevant 
PHDVXUHV HQGXVHUFRXQWSDJHYLHZVDQGZHE WUDIÀF DIWHUKDYLQJXSVWDJHG+XGRQJ·V 
%DLNH ZKLFK UHPDLQHG WKH ODUJHVW &KLQHVH RQOLQH HQF\FORSDHGLD E\ DUWLFOH FRXQW
/LNH *RRJOH %DLGX HPHUJHG DV WKH PDUNHW OHDGHU E\ SXUVXLQJ EXVLQHVV PRGHO 
LQQRYDWLRQ WKDWPHUJHG WKH VHDUFKHQJLQHPDUNHW VHJPHQWZLWK WKHRQOLQH LQIRUPDWLRQ
VHUYLFHV PDUNHW VHJPHQW +RZHYHU %DLGX VXFFHHGHG LQ ZKDW *RRJOH IDLOHG WR GR 
%\ XSVWDJLQJ WKH LQFXPEHQW DQG DFFHGLQJ WR WKH PDUNHW OHDGHUVKLS LQ WKH RQOLQH 
HQF\FORSDHGLD PDUNHW VHJPHQW LW WXUQHG WKH QRWIRUSURILW RQOLQH HQF\FORSDHGLD
PDUNHWVHJPHQWZKLFKUHOLHGRQYROXQWDU\IXQGLQJLQWRDIRUSURÀWPRGHO,QGRLQJVR 
Baidu employed business model innovation so as to invert a first-mover advantage.
Online social media and communications: Tencent 
preserves the status quo 
PIONEER MARKET: FACEBOOK, TWITTER AND WHATSAPP
)DFHERRN ODXQFKHG LQ  7ZLWWHU  DQG :KDWV$SS  DOO HPHUJHG
as dominant players in the U.S. online social media and communications 
SODWIRUP PDUNHW )URP WKH SRLQW RI YLHZ RI YDOXH FUHDWLRQ DQG YDOXH GHOLYHU\ 
WKH ILUPV RSHUDWHG VWDQGDORQH EXVLQHVV PRGHOV DQG WKHUHE\ FUHDWHG QHZ PDUNHW
segments within the overall online entertainment and communications platforms 
PDUNHWRQ WKHEDVLVRISURSULHWDU\SODWIRUPV7KLVKRZHYHU OHG WR IUDJPHQWHGPDUNHW
VHJPHQWV³)DFHERRN·V VRFLDO QHWZRUNLQJ SODWIRUP 7ZLWWHU·V VRFLDO QHWZRUNLQJ
DQG PLFUREORJJLQJ FRPPXQLFDWLRQV SODWIRUP DQG :KDWV$SS·V LQVWDQW PHVVDJLQJ 
services platform for smartphones. 
)URP WKH SHUVSHFWLYH RI YDOXH DSSURSULDWLRQ VXEWOH GLIIHUHQFHV LQ WKH UHYHQXH 
cost-profit architecture account for the relative performance differential of these 
FRPSDQLHV³DOO WKUHH DFW DV SODWIRUP SURYLGHUV IRU WKLUGSDUW\ VRFLDO QHWZRUN DQG
FRPPXQLFDWLRQDQGDVVXFKRQO\SURYLGHWKHVRIWZDUHLQIUDVWUXFWXUHIRUXVHUJHQHUDWHG
publicly accessible content or user-generated private communication. 
)DFHERRN·VEXVLQHVVPRGHO IRFXVHGRQD WKLUGSDUW\ DGYHUWLVHPHQWGULYHQ UHYHQXH 
PRGHOZLWKIUHHPLXPVHUYLFHVZKLOHLWVFRVWPRGHOEHQHÀWWHGIURPWKHYDVWVFDODELOLW\RI 
VRFLDO QHWZRUNLQJ DQG SHUSHWXDO XVHUJHQHUDWHG FRQWHQW 7ZLWWHU·V EXVLQHVV PRGHO 
operated on the basis of third-party advertisement-driven retweeting (i.e. promoting 
FRPPHUFLDO WZHHWV ZKLOH LWV FRVW PRGHO UHOLHG RQ WKH RQHRII QDWXUH RI VRIWZDUH 
DQG LQIUDVWUXFWXUH LQYHVWPHQW DQG SHUSHWXDO XVHUJHQHUDWHG SXEOLFO\ DFFHVVLEOH
FRPPXQLFDWLRQ:KDWV$SS UHOLHGRQ D VXEVFULSWLRQEDVHG UHYHQXHPRGHOE\ YLUWXHRI
DFWLQJ DV D VXEVWLWXWH IRU FKDUJHDEOH PRELOH PHVVDJLQJ VHUYLFHV ZLWK D FRVW PRGHO 
similar to that of Twitter.
:KLOH )DFHERRN UHDOLVHG VXEVWDQWLDO FDSLWDO JDLQV SULRU WR LWV ,32 LQ  
(in addition to relatively modest operating profit mainly through third-party 
PRQHWLVDWLRQ 7ZLWWHU UHPDLQHG ODUJHO\ XQSURILWDEOH ZLWK RQO\ :KDWV$SS 
H[KLELWLQJ VXSHULRU SURÀWDELOLW\ WKURXJK GLUHFWPRQHWLVDWLRQ )DFHERRN·V VXEVHTXHQW
WDNHRYHU RI:KDWV$SS LQ D ODQGPDUN FDVK DQG VWRFN GHDO LQ  WKHQ FRQVWLWXWHG 
DQ LQVWDQFH RI SRVWKRF FRQVROLGDWLRQ ZLWK DQ DLP WR UHDS WKH EHQHÀWV RI KRUL]RQWDO 
and/or vertical integration required for an integrated solutions platform.
Baidu succeeded in 
what Google failed 
to do: By upstaging 
the incumbent and 
acceding to the market 
leadership in the online 
encyclopaedia market 
segment, it turned the 
not-for-profit online 
encyclopaedia market 
segment which relied 
on voluntary funding  
into a for-profit model.
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FOLLOWER MARKET: TENCENT, 
RENREN AND SINA WEIBO
7HQFHQW +ROGLQJV³FRPSULVLQJ 44
LWV VRFLDO QHWZRUNLQJ SODWIRUP WKDW ZDV
ODXQFKHG LQ  DV 2,&4 7HQFHQW
:HLERLWVRQOLQHPLFUREORJJLQJSODWIRUP
 DQG :H&KDW LWV RQOLQH LQVWDQW
messaging platform for smartphones 
³HPHUJHG DV WKH GRPLQDQW
SOD\HU LQ DGHOLFDWHO\EDODQFHG VWDOHPDWH 
ZLWK 6LQD &RUS DV D FORVH VHFRQG LQ
the Chinese online social media and 
FRPPXQLFDWLRQVSODWIRUPPDUNHW
Tencent succeeded in becoming the 
PDUNHW OHDGHUE\GHYHORSLQJ LWVSRZHUIXO
44 ZHE SRUWDO D ZHE FRPPXQLW\
DQG LQVWDQW PHVVDJLQJ VHUYLFH DQG
transforming it into an online social 
QHWZRUNLQJ SODWIRUP ,WV MXGLFLRXV
use of horizontally integrated solution 
platforms helped Tencent to successfully 
overcome the modest first-mover 
advantage of RenRen in the social 
QHWZRUNLQJ SODWIRUP VHJPHQW DQG
PRUH LPSRUWDQWO\ RIIVHW WKH VXEVWDQWLDO
ILUVWPRYHU DGYDQWDJH RI 6LQD :HLER
in the micro-blogging platform 
PDUNHWVHJPHQW
)URP WKH SHUVSHFWLYH RI YDOXH
FUHDWLRQ DQG YDOXH GHOLYHU\ 7HQFHQW
redefined the Chinese online social 
PHGLD FRPPXQLFDWLRQV SODWIRUP PDUNHW
E\JDLQLQJ D IRRWKROG LQ DOO WKUHHPDUNHW
VHJPHQWV³RQOLQH VRFLDOQHWZRUNVPLFUR
blogging and instant messaging for 
VPDUWSKRQHV ,Q DGGLWLRQ WKH FRPSDQ\
DQWLFLSDWHG ZHOO DKHDG RI WLPH WKDW 
WKHVH PDUNHW VHJPHQWV ZRXOG DOO PHUJH
into one. So through cross-referrals and 
FRPSDWLEOHXVHU LQWHUIDFHV LWVXFFHVVIXOO\
OHYHUDJHG WKH QHWZRUN HIIHFW DFURVV 
its platforms and user devices. 
,Q WHUPV RI YDOXH DSSURSULDWLRQ
Tencent’s revenue model converged 
around advertising and freemium 
VHUYLFHVZKLOH WKH FRVWPRGHOEHQHÀWWHG
from standardised software infrastructure 
synergies across platforms and user-
JHQHUDWHG FRQWHQW DV ZHOO DV LQILQLWH
scalability at near-zero marginal costs.
/LNH )DFHERRN 7HQFHQW VRXJKW WR 
JDLQ D IRRWKROG LQ WKH VRFLDOQHWZRUNLQJ
micro-blogging and mobile instant 
PHVVDJLQJ VHUYLFHV PDUNHW VHJPHQWV
+RZHYHU XQOLNH )DFHERRN LW VHL]HG
upon momentum dynamics to merge 
WKH PDUNHW VHJPHQWV WKHUHE\ FUHDWLQJ
RSWLRQV IRU WKH IXWXUH SUHVHUYLQJ
the status quo and engineering a 
delicately balanced stalemate situation. 
,Q GRLQJ VR 7HQFHQW HPSOR\HG 
business model innovation to neutralise a 
ÀUVWPRYHUDGYDQWDJH
Made in China does differ
7KH H[DPSOHV , PHQWLRQ DERYH 
illustrate that the Made in China 
business model innovation has features 
that systematically differ from those of 
EXVLQHVVPRGHO LQQRYDWLRQ LQ WKH:HVW 
The Made in America business model 
LQQRYDWLRQ DV WKH SLRQHHU PDUNHW LV
characterised by forward innovation and 
EDFNZDUG LQWHJUDWLRQ :KLOH IRUZDUG
innovation creates stand-alone quasi-
PRQRSROLHV DQG VWLIOHV FRPSHWLWLRQ
EDFNZDUG LQWHJUDWLRQ IRFXVHV RQ H[
SRVW FRQVROLGDWLRQ DLPHG DW H[SORLWLQJ
economies of scale and scope at the 
H[SHQVH RI LQWHJUDWHG VROXWLRQV
This results in a lower incidence and 
inferior type of business model 
LQQRYDWLRQZKLFKLQFRPELQDWLRQZLWKDQ 
H[FHVVLYH IRFXV RQ ,32 YDOXDWLRQV DQG
VXEVHTXHQW FDSLWDO JDLQV \LHOGV LQIHULRU
performance.
,QFRQWUDVWWKH0DGHLQ&KLQDEXVLQHVV
PRGHOLQQRYDWLRQDVWKHIROORZHUPDUNHW
is characterised by forward integration 
DQGEDFNZDUG LQQRYDWLRQ:KLOH IRUZDUG
integration proceeds on a level playing 
ÀHOGZKHUHÀUPVFRPSHWHRQ WKHEDVLVRI
H[DQWH LQWHJUDWHG VROXWLRQV EDFNZDUG
innovation proceeds on the basis of 
Tencent redefined the 
Chinese online social 
media communications 
platform market by 
gaining a foothold 
in all three market 
segments—online 
social networks, 
micro-blogging and 
instant messaging for 
smartphones.
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MADE IN CHINA VS. MADE IN AMERICA
Innovation Integration
Made in America Business Model Innovation
Forward 
Innovation 
Backward
Integration
Made in China Business Model Innovation
Backward 
Innovation 
Forward 
Integration
FIGURE 1
George Hylden  
is a Ph.D. from the University of Cambridge, U.K., and has held visiting 
positions at Princeton University, Singapore Management University and 
the University of Nottingham’s China campus 
organic development of more advanced 
LQWHJUDWHG VROXWLRQV 7KLV UHVXOWV LQ D 
higher incidence and superior type of 
business model innovation (refer to 
)LJXUH  ZKLFK LQ FRPELQDWLRQ ZLWK
D IRFXV RQ RSHUDWLQJ SURÀWV DQG FDSLWDO 
JDLQV\LHOGVDVXSHULRUSHUIRUPDQFH
The irony of my findings lies in 
the fact that the two business model 
innovations−Made in America and 
Made in China−are reverse sides of 
WKH VDPH FRLQ LQ PDQ\ UHVSHFWV :KLOH
the Made in America technological 
innovation is superior to that in the 
IROORZHU PDUNHW WKH 0DGH LQ &KLQD
PRGHO H[KLELWV D KLJKHU LQFLGHQFH DQG
superior performance of business model 
innovation.
Future implications  
There are significant implications for 
both business practitioners and policy-
PDNHUV DURXQG WKH ZRUOG 7KH 0DGH
in China business model innovation is 
incremental in that it does not rely heavily 
on radical technological innovation 
DQG EXVLQHVV PRGHO LQYHQWLRQ EXW RQ
integrated solution platforms through 
novel combinations of readily available 
H[LVWLQJWHFKQRORJLHVDQGEXVLQHVVPRGHOV
The distinctive nature of the Made in 
China business model innovation offers 
unique opportunities and challenges to 
EXVLQHVVSUDFWLWLRQHUV DQGSROLF\PDNHUV
LQ$VLD )LUVW WKH UHODWLYH ODFN RI OHJDF\
WHFKQRORJ\ DQG FRUSRUDWH DQG PDUNHW
structures in Asia allows for integrated 
VROXWLRQIRFXVHG YDOXH SURSRVLWLRQV 
while the absolute size of the Asian 
PDUNHW DOORZV IRU WKH HDV\ VFDODELOLW\
of integrated solutions platforms to be 
UHDGLO\ H[SORLWHG 6HFRQG $VLD·V
gradual arrival at the technology frontier 
necessitates a switch to simultaneous forward integration and forward innovation which 
LV UHÁHFWHG LQ &KLQHVH ,QWHUQHW FRPSDQLHV DGYDQFLQJ WKHLU 5	' SLRQHHULQJ HIIRUWV 
IRU H[DPSOH LQ$OLEDED·V JURZLQJ SDWHQW SRUWIROLR VLQFH LWV ,32 LQ 6HSWHPEHU
$VRWKHU$VLDQQDWLRQV DORQJZLWKHPHUJLQJPDUNHWV LQ/DWLQ$PHULFD DQG$IULFD 
ORRN WR OHDUQ IURPEXVLQHVVPRGHO LQQRYDWLRQVRIJOREDO OHDGHUV WKH\ZLOOEH IDFHGZLWK 
WZR GLVWLQFW DSSURDFKHV IURP &KLQD DQG WKH 8QLWHG 6WDWHV :KLFK RQH ZLOO WKH\ 
IROORZ" 2U ZLOO WKH QH[W JHQHUDWLRQ RI IROORZHUV VXSHUVHGH WRGD\·V OHDGHUV LQ ERWK 
innovation and performance?
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